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Financial Aspects of Unemployment
Compensation Experience

Br Lowln Lovhve mod Bu R Lamar nnm;:mmammmwm.wmmm

HE widesprend public interest in unemployment
compeneation experience of the Federnl-Staie
system wos reflested in two points of view which were
sxpressad during the recent Congressionsl henrings.
The Special S3enate Committes on Unemployment and
Reliof evidenced interest as to the ndequacy of unem-
ployment compensation benefita both with regard to
amount tnd duration and the relation of the unem-
ployment compensafion progrom to other programs
affecting unemployed workers. Ite proposale were
directed toward liberalizing benefits by shortening the
wuiting period, incressing the weekly bemefit amount,
and lengthening the durntion of benefits, through the
establishment of minimum standards in Pederal legis-
lntion. ‘The Sociel Sesuriéy Act does not now pre-
soribe standords for tha States relating fto verious
elements of the benefit formula.
In the House Ways and Masns Committes and the
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Sennte Finance Clommiites, sfudy was given to tha
gize of unemployment compensstion reserves sccumu-
iating to the orediv of individual States, with & conse-
quent pressure for & general reduction in contribution
rates. Table 1 summarizea the financial experiance by
States as of June 30, 1989. Although most axisting
Stnte legislation provides for vorying individual em-
ployer contxibulicn rates (experience rnbing) in accord-
suce with past employment experience, adjustmenta of
suoh rates cannot bevome effective in most Stntes for
several yenra because of requirements in the Federal
pet. Aside from thess provisions, any State-wide .
reductions in conéribution rates would, becanss of the
Federnl taz-offset provisions, result in no net Teduclion
in eonfribution payments made by subject employers.
Since the employer is required to pay the difference
between fhe State contribution rate and the 3-percent
Federal tax to the Faderal Government, memly a
larger proportion of the Fadernl tax would How inte
the Bureav of Internal REevenue,

The considerations relating tv liberalization of the
benefit provizions on the one hend end reduction in
contribution mates on the other, reanlied in the pro-
posal ‘of the so-called Massachusstts or MeCormack
Plan to the House Ways and Means Commitées, which
wos incorporated in H. K. 6635, This plon mads
Btate-wide reduction in combribution rotes poasible by
allowing odditionnl eredit in fax-offeet provisions of
the Fedatnl Ast. As a prevequisite to State-wide rats
reductions, a State muast have accumulated n reserva
equivalent to 1§ Himes ite lugest annunl condributiona
or benefis payments, whichever wna hizher in the pre-
eeding 10 yeara, and atb the enme time have met ceriein
minimum standarde for benefit provisions relating to
whiting period, tmount and duration of benefits, and
partial unsmployment benefits, Ths proposals ragurd-
ing tha establishment of minimum benefit stand ards in
the Faderal act ne o condition to oddifional eredit
under the tex-offsst provisions if State contribution
ratea were reducad, represesnted n new approach to the
problem of financing unemplopment compensation.
Although the Masmachusetés plan wuas not enacted, the
conferance committes's report stated that o compre-
hensive study of the sabject matter should be under-
talen.

The proposnl te limit unsmpioyment compensation
contributions to the first $3,000 of annual wages was
anactad. This limitation, already in effent in old-age
insuranss, provides a uniform tox base for both gocinl
jnsurance programs insofar as coverage is the eams.
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It is estimated thod this new Lmitation, if adopted by | The Federel-State program of unemployment com-

all Stntes, would result in savinge to employers and a | pen@ation, coordinated with employment service facili-

reduction In unemployment compensation revenuss of | ties, iz the permanent Federal program aimed a6 mesi-

approxiantely #65,000,000), or aboubt 7.5 percent of | ing the problem of intermittent unemployment. Clon-

total annuel contributions, seguently, the wonemplovment compensation program
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should be viewed as s long-renge approsch to the unem-
ployment problem with regerd to present needs and
fabure obligations. This concideration, pechaps mors
then sny other, lad the Social Security Bosrd to point
out that unemployment compensation cxperiance was
5o limited as to provide no satisfactory basis for raducing
confribution rates, especially when incrensing recogni-
tion of the need for more ndequate benefits is bacoming
widaspread.!

Unlikte meany other forms of soolal maurence, unem-
ployment compensntion is highly dynemie, bocauss it
must be pdjustsd to s changing labor market in which
sharp employxent Auctuations ocour within relntivaly
brief periods of time. Sinee tha unamployment risk js
current, the nacessity for providing o reserva afainst
the time when the unemployment fund will experienca
povera draing has never besn guestioned. The unem-
ployment compensntion reserve fund is regarded as a
contingency reserve to meet the impact of nnemploy-
ment during periods of declining business withoud
having to reduce benalit payments o ineregse cnTeank
aontribution rates. This view of tha unemployment
compensation reserve explaine the provizions in the
Federal act which required that contributions he
collecied for 2 yaars befora benefit payments wers
inaugurated. If the conespt of thae unemployment
compensation roserve is sound, it moy be questionad

t Fhydra 4 ehaws the daldbothon of wookly booolt amesunty,
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whether the finanaial structure of vnemployment com-
pensstion should be greatly modified hofore experience
extending over & period equivelent to that compre-
hended by the business cyels is necumulated. When,
in addition to the nead for a reserve, account is taken
of the wide diversity in economic resources and patterns
of employment among the several States, the desivability
of o eautious spproach te general downward revisions
of sontnbution rates becomes even more evident. In
this eonnection, a review of ths brnef history of the
unsmpleyment ¢compensetion system s dluminating.
By the middle of 1937, all States, the District of
Columbia, Hawaii, and Alnelen had ennctad unemploy-
ment compensation laws, but only Wisconsin, which
had begun benefic peyments in July 1836, had axperience
with both contribution collections and bensfit pay-
ments. Not until Janeay 1938, when benefits becama
payabla in 22 additional States, did the comprehensive
unamployment compensation program begin to get
underwny. Other Stntes entered tha benefit-paying
group ot different timea during 1033, so that by the
elosa of the yaour 31 jurisdictions were poying benefits,
In Junuary 1939, 18 others began paying benefits.  Ili-
nois and Montens, the remuadning 2 States, began in July.
Tha finaneinl experience in unemployment ¢ompenso-
tion can ba exnmined best by annlyzing the vecords of
2% Biates which have paid benefita for at Jeast 18
months. Figurs 5 shows tha summnry experisnces, and
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figrra 6 the quartarly experience of these States. At
the closa of Decamber 1937, these States * had approxi-
msately $450,000,000 availebla for benefita with over
half of this samomt credited to 3 Stetes—C'nlifornin,
New York, and Penmsylvenia. Table 2 Lsts the
States and the amount of fands available for bensfils
in each, priot to Jenuory 1, 1938, Faccept for velatively
emall amownis in $ransit or on deposit in Statse slenring
acsounta, practically nll of thees funds had been de-
posited with the United Stntes Treasury in ths un-
employment trust fund to the credil, of the respective
Stete unemploymenit compensation agencies. In addi-
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tion 10 the deposits of contributions, the State agencies
are creclited with interest esrned on such funds which
by January 1, 1983, amounted io $6,500,000,

The decline in employment during the latter half of
1837 was one of the sharpest experienced in this gounéry,
with the volume of unemployment still increasing when
benefits first become paynble in Janumy 1038, More
than 2 million cloims were filed during the first menth,
und with employment oppertunitiss restricted, many
unemployed workers ware desiined to dmw bensfits
until their wage cradits wera exhansted.

Ii wos subsequently contended, therefore, since un-
employment compensaion funds remained solvent
despits the severe drains, that some considerntion might
rengonnhly be given to a recduction in the condribution
ratea, In this conpaction, there is & tendancy to over-
look the inot theé benefitz paid in 1932 did nok represent
what the benefits would have been in that yeor if al}
Statea had been paying benefits end if the employess
eovered by the Binte laws had had complete empley-
ment experiange o hove cetablished their full benefit
rights. No aconrsto estimato con be mads of the in-

1 Winegnyin by thg en) of Dieesdn bir 1037 bid pold ool abenat $2.509,000 iy booedita,
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eregzad benefit payments which would have been paid
to uhemployed individuals had the enfire employment
exparisnce during the period normally used for caleu-
lating benefit rights been avuilable to Siate agencies.
If all States had paid benefits throughout the vear, it
is estimatod that an additionnl $225,000,000 would
have bean poid out sven on the basiz of the incomplete
period of aarnings, Moreover, it is not improbable thot
if certain Stotes lacking diversifted industrizs had poid
banefits throughout the year, their funds would have
beer almost depleted.

Dwring the first 6 months of 1938, the 2% States poid
cut approximetely $174,000,000, or an average of about
$29,400,000 per month.? FPayments by these States
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were made at the rata of 88 rents for each dollar of
contributions received during this pericd. In some of
theas States, however—cspecially in Muine, Rhois
Islond,! Utah, oud West Virginin, wheve n few industries
detarmine the State smployment pattarn—severe
draine wore made on tha funds, {Sea figure 7 showing
the cumulnéive axperience of West Virginia.) Current
disbursements of benefits far exceeded current collec-
tion of contributions in these States. Maine poid oub
32.07; Rhode Islend, $1.68; Utal, $1.87; and ¥West
¥Virginta, $1.54 for cnch $1 in contributions recejved
during this period. By the end of June 1838 funds
available for benefits in thesa 4 States hnd been reduced
to batwaen 85 and 75 parcent of flio reserves which Lingd
hesn accumulated prior to ths initiation of beneft
payments. In other words, sbout half the contribu-

1 Decanpo of waltlog-qeedod requivemenis, ooly neglliglble omoouis wers pakd puk
I Tniguary 20Gh.

| Rhado Jakandg, uollke owal Stales, Hod ae omployee emaicibotien whisly Lo e
o ol Jumne 1008 mmoanied bo- £3423,000.
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tions collactad on pay rolls covering nearly 2K yaers
ware paid out for benefita in o little more than 5 monthea.®
Although these Stntes experienced the most ssvers
drains, Mew Hompshire, Oregon, Alabama, Arizent,
Tennesses, Connecticvt, and Maryland also had to
draw substantially upen their reserves in order to meed
bensfit-payment obligntions. In sharp contrast with

TEXAS

T T T 1T |1

COLLECT IONS

“+0

an

ED N

WEET VIRGINIA

Ao T T 1

LOLLEQTIONS
&0

Tl et Coamy tipnt Camuletive Coliections and
n’:{:‘l‘ﬂlt, Cum| e Benefle Eg moais, amd Fumds Avrodlasls for Beri-
At In Texad and Wt Yirdinin, Jonuory 1%38=Juma 1938,

the experience of these States woe that of the Distried
of Columbin, Lowsinna, Texes, and California, which
wdded substan@ial amounts to their reserves because
coptributions currently exceeded benefit payments.
{Bes figure 7, showing the Texns experience.}

In the second balf of 1938, the drain on funds waa
somowlat reduced, with poyments by the 23 States
aversging about $26,000,000 per month, as compared
with $29.400,000 in the first & months of 1938. Part
of the decline was attributable to partial suspension of

}#¥ha il emplayer soptribailan rale of 2.7 percent did mnt g0 bnto EMect untll
Tumowry 1008, Theso Bisbos bad ourployer coatriution males of 0.8 mad 1.8 porceot
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payments in New York, pending clarification of admin-
istrative procedures. The major reasons undevlying
the redustion i benefit payments, however, were ihea
exhaustion of wage credita by workers who had drawn
the maximom amounts sllowed under the State latws,
and tha resmployment of claimants during the fall im-
provement in business petivity.

An instones reflecting e rapid decline in reserves i’
afforded by Michigan, which began to pay bemefits in
July 1938. In that State, despite the expongion of pro-
duction in its major induetries, banefit payments far
excepded contributions, with nenrly %8 in benefita being
paid for ench 31 in contributions received daring the
latter holf of 1838.% By the ead of 1938, Mickigon's
reserve had been reduced about 40 percant, or, axpress-
ing thiz snother way, 5 months of benefit payments
approximnted ovar half of the collections made at the
grodyvated cantribution rotes for a 33-month period.
Other States in which the reserve at the end of 1938
wns 10 percent or more below the amount of funds
aviilable when benefit poyments first bezan were Bhode
Island,” West Virginin, Alobama,” Indiana, Maine, and
Utsh. Substovtinl increases in reserves, on the other
hznd, had been nocumulated by the close of the year
in the District of Columbia, Louisiona,” New York,
Texas, Vermont, and Californin.”

Benefit payments by the 31 benefit-paying States
during 1838 totnled more than $394,000,000. Of this
smount, 3332,500,000 was accounted for by the 28
Siates in which benefits were paid throughout 1948.
In these Btates, 74 cents in benefits was paid for ench
%1 in contributions surrently raceivad.

The States initicting benefit operations in January
1039 begun under condifiona gquite different from those
prevodling in January 1958, Employment was at o
higher level, procedures hed been worked cut carefully
on the besis of the experience of earlier benefit-paying
States, and personnel had been bebter trained. Aggre-
gote poyments for the 49 benefit-poying jurisdictions
during the first § montha of 1939 toteled $229,100,000
with monthly paymenta averaging $38,200,000. The
18 new jurisdictions sccounted for 33 percent ol the
total paid out doring the firet half of this year. In oll,
ahout 62 cents was poad out for each 51 in contributions
collected during this pericd, DBenefit paymenis for the
group of 23 Btotes during the fired half of 1939 continued
ab the same lovel as in the lagt half of 1038,

Improving wmployment conditions during the first
half of 1938 ars reflocted in table 3, which ahows chonges
in the statvs of funds of the 4% benefit-poying jurisdic-
tions for the first § months of the year. Idnho was the

only Stele in which the funds avnilable for benefits

Hi'ha radhc was somrwhat Inflatbs] beoums Mishipan shifld bo & fuerberty collos-
tho Baahe on Taly 1, 181, Darlag the poriod Tuly=Docmibar MR8, tharafne, conltl
buklops wers ooikeg (0d o0 Ky rells Ry Juns throopk Septanter o eddidea {6 some
deinpemit reskipts, bol wo rgolefivetioos wore ceeatved ob (Gl b-0uarter DaY TolH
kil Tuavary 1080 Tho rathe M theoFore Dikad oo § monthe of prymomts fonty &
woglipitle vodum of peymepis being mads by July}, sod mere than 4 oooibe of
rallectioma,

! Thaco 8 bakew biasd coiplioros ventbathoos.
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wora reduced significantly during the firsé § monthas of
193%. On the other hand, Rhode Island and Weed
Virginia, which had drawn on reserves rather heavily
in 1934, increased their reserves throughout the pericd,
and by the and of Juns the total was within 5 percent
of the remerve available when benefiis first became
payoble. In Maine, however, little recovery from the
1938 drain on reserves ccourred.

In the year and a Lalf snded Jane 30, 1039, during
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which 4% agencies paid bensfits for & varving number
of menths, over $(25,000,000 had been paid to nnem-
ployed individuals, About $236,000,000 of the totel
wa3d prid in two States—New York and Pennsylvania,

Dieapite this necessorily linited onalysis of the brief
wnesmployment compensation experience, severnl ohser-
vulions having & bearing on considerstions reluting to
modification of the financial strncturs may be made,
The extreme.differences in the financial draina within
the smne peviod clearly indicate that ths problem of
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the uwnemployment compensation reserve can be solvad
only by careful analysis of the labor market and emn-
plovment pattern of the aren to which an wnemploy-
ment compensation plan applies,  (Seo table 4, which
gives & comparison of receipts and paymenta,) Since
tha reserve is determined by the inflow of funds (con-
tribution rate related to poy rolls) as compared with
dishbursements in the form of benefit peyments (related
to levela and irends of unemployment), ony modifico-
tion of the finandial structure most give consideration
to both influences, The differences among the States
in the condition of their reserves alier a year and a
half of benefit sxperionce bosr & close relotion do facén-
ation in employment ond earnings of worlers in those
States, Benefit paymenis in the first fow months of
1928 were frequently made to worliers who had become
unsmployed during the latter months of 1937 wnd had
failed to be reemployed. Consequently, it is diffieult
6 draw an evact rolatior between emplopment fluetu-
ations and benefit payments during thiz peried. The
initisl stages of benefit payments are always inflvenced
by & backlog of unemployment already acoumulated,
Unfortumatealy, sdequote employment and pay-roll
date by industries and by States for purposes of this
phalysia ara not now availoble for an extended period.
As part of the informotion needed in connection with
sdministration of vmemployment compensation laws,
the State apensies have been obinining these date
from subject smployers. The Social Security Board
hee provided in ifs statistical raporting propram for the
eollection, tabulation, and analyess of thesa employ-
ment and pay-roll data. This information is now
availoble by months for 1838 from slmost atl States.
An examination of thess reporta revenls wids voria-
tiona in the stability of employmant nmong the Stotes
during 1938, Those States which addad large inere-
ments o their reserves during the period of hensfit
payments wers akso the Stoates where the declines in
employment were lenst marked. Dwwring the first
half of 1938, for exempls, employment in tha District
of Columbin, Cholifornis, Lonieinns, 2nd Texas
remained ot relatively high levels. Tt is quite probahla
thot wers daia ovailable for a loager period, such
aglight declines as did oceur would be found to be
espentinlly sesstmid in choracter. In confrast to fhia
experienes, eteady dechnes in employment occurred
from the alvendy grently reduced levels reached at the
close of 1937 in the Stntee confronted with severs
draine on reserves, Furthermore, while faitly sharp
Stonte-wide reductions wera registered in many instonces
during the firat half of 1934, the declines in soma of the
mejor industriea were somewliat more pronounded.
In Rhode Island, for example, avarage employment
dwring the first & months of 1938 was 20 percant lowar
thon for the corresponding peried of 1937. Employ-
ment in textle mills in 1938, however, reprezenting
nearly a third of tolal employment in the State, was,
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during the first 6 monthe of 1938, 24 percent below
the monthly average for 1937, The decline In the level
of employment would be even moare shacply emphasized,
if compatison could be mode with the first half of 1937
for which datn are not sveilebls. In Mpine, over half
of the employment is concentraled in menufacturivg,
which ia dominated by the textile, paper, and shoe
industries. These groupa comprised about 40 percent
of tote]l employment in this State. Employment in
toxtils and paper declined almost continuously $hrough-
out the firet 6 months of 1038, the nvernge for the
last 3 inontbe representing a decreass of 14 percent frotn
Jaouary, Although the shos induelry showed 4 rela-
tively eharp pick-up in the spring momths, employment
in this industey had recaded to the low point for the 8
months, by Fune.

The Uteh experiencs reflectad mainly the stendy re-
duction of emplogment in the metal mines and in the
radlroed industry. ‘The level of smployment in metal
mining duricg the first half of 1938 was 15 percent
below the correspending pericd in 1937, In West
Virginia, the pettern of employment is dominated by
bituminous mining, chernicals, stone, elay, and plass,
and the iron and stesl industries, theas proups com-
prising over half of tha employment in the State
Rather sharp reductions in employment ocrurred in
these groups in tha fourth quarter of 1937, but de-
areases were most pronounced during the firet half of
1938. Empiloyment in ths bituminoue.conl industry
was nearly 14 percent lower than in tha first half of
1037; in chemizals, 34 pareant lowor; in stome, elay,
and glase, 26 percent lower: snd in fron snd sted the
decrease amounted to nesrly 17 parcent. Wage losssa
were eval Inora pronounced, particulady in tha coal,
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iron, and steel indusdries, where sprend-work programs
hod besn developed, which accounted for o conaiderabls
volume of benefits for partial uwenployment.

In State systeme of wnemployment compensation,
therefore, the aize of the reestve must be determined
by the charocter of the smployment patterd in o given
State, Thie approach clesxly indiontss thet certsin
States with stable or expanding employment may look
forenrd 40 o reduction in contxibution rates, but only
if provisione for adsquafte benefit payments have been
made. In other Btates the preesnt 2,7 percent of
pay rofla may prove to bs inodaqunte fo mest tha
draina resulting from sharp and fraqueat fuctnations in
amployment, especinlly if indusirial diversification ia
lacking and if bemefit payments are liberalized.

A plan which permits variations in ¢ontribution ratea
among the saveral States gives rise to & serioun diffi-
sulty in that it may develop competitive dieadvantages
hatwen States and induetries and a0 destroy the major
abjestive of the tax-offeet device. An ecqually impor-
tant coneiderstion ia that such & plan tends to parpatu-
ate exiating benefit atandarda, if not to lower them, so
that rigiditise are introduced in & gyetem which ehouvld
ba charactarized by flaxibility. Finally, such & plan
makea difficolt the establishment of some kind of broad
squalization or reinsurance schame to gssure the com-
tinuation of henefit payments in States whete savers
unsmployment, oemrring during certain phessa of the
husinesa eyele, might quinkly exhaust the fund which
had besn accumulated to mast just sueh an emergeney.
Indeed it may be contended that s prerequisite to
reduction in coniribution ratas might well be the cres-
tion of sy squelizetion fund for reinforcing the solvency
of Btato gystems.
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